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INCOMES OF BITUMINOUS COAL PRODUCERS 
By E. A. Goldenweiseb, Federal Reserve Board 



An interesting table of the incomes earned by 1,551 coal producers 
in 1918 is included in the report of the Bituminous Coal Commission. 
The figures are based on returns made to the Bureau of Internal 
Revenue by producers of coal in connection with their declaration of 
income and excess profits. While there are perhaps 7,000 producers of 
coal, the Bureau of Internal Revenue was able to find complete returns 
for only those firms included in the tabulation. There was no con- 
scious selection by the bureau, and the incompleteness of the list is due 
to the fact that among producers of coal are many companies engaged 
primarily in other business, and not, therefore, identifiable as coal 
companies. It is also true that in selecting the coal companies the 
clerks in the Internal Revenue Office, being unfamiliar with the indus- 
try, were likely to overlook companies that made no mention of coal 
in the company name. There were also several companies whose 
income tax returns were still under consideration and whose schedules 
were for that reason not in the statistical office at the time the tabula- 
tion was made. 

The companies included in the table produce 30.7 per cent of the total 
coal output of the United States. A very careful analysis of the con- 
cerns included, convinced Mr. F. G. Tryon of the Geological Survey 
that if all of the companies had been included the results would not 
have been greatly different from those shown in the table. The com- 
panies are fairly well distributed as to size and geographical location, 
and, although the tabulation is incomplete, it may be considered as 
sufficiently representative to be significant. The table as printed in 
the report of the Commission is reproduced here without change. 

An additional table showing certain items per ton and the average 
tonnage per company in each income group, is presented. 

It will be noted that the classification of the companies is by per- 
centage of net income on invested capital before deduction of tax. 
This classification is weak to the extent that invested capital is a buga- 
boo in accounting and in the work of the Bureau of Internal Revenue. 
It is, of course, much more significant than capitalization, which has 
no necessary relation to anything except the ownership of the equities 
in the concern. One criticism of invested capital is that it includes 
many large holdings of coal lands, which, though not at present being 
worked, are held for their future value. Coal mines thus unexploited 
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TABLE II. 
TABLE FROM 1,551 RETURNS OF NET INCOME FILED BY BITUMINOUS COAL MINING 
CONCERNS FOR 1918, DISTRIBUTED ACCORDING TO THE RATIO OF NET INCOME 
OR NET LOSS TO INVESTED CAPITAL, SHOWING THE TONNAGE PRODUCED 
PER COMPANY, THE INVESTED CAPITAL PER TON, THE NET INCOME PER 
TON, TAXES PER TON, AND THE NET INCOME PER TON AFTER DEDUCTING 
TAXES. 



Income group 



Invested 
capital 



_ Net 
income 



Taxes 



| Net income 
after de- 
ducting 
taxes 



Number of 
com- 
panies 



Tonnage 
produced 

per 
company 



Average for all companies: 

Companies reporting net 
losses of: 

25% and over 

20-25% 

15-20% 

10-15% 

5-10% 

Less than 5% 

Companies reporting net 
comes of: 

Less than 5% 

5-10% 

10-15% 

15-20% 

20-25% 

25-30% 

30-40% 

40-50% 

50-75% 

75-100% 

100-150% 

150-200% 

200-300% 

300-400% 

400-500% 

500% and over 



$2.62 


.49 


24 


.96 


.48* 




2.09 


.47* 




1.60 


.29* 




2.04 


.26* 




2.57 


.18* 




3.71 


.09* 




4.44 


.09 


09 


4.02 


.32 


04 


3.58 


.41 


08 


2.84 


.48 


18 


3.06 


.70 


30 


2.29 


.62 


32 


1.66 


.59 


34 


1.67 


.72 


45 


1.28 


.76 


47 


.83 


.72 


47 


.82 


.98 


68 


.47 


.83 


54 


.28 


.71 


48 


.08 


.27 


12 


.20 


.83 


58 


.09 


.91 


48 



.25 



.00 
.28 
.32 
. 30 
.41 
.30 
.25 
.27 
.28 
.25 
.31 
.29 
.23 
.16 
.2.5 
.42 



92 
2(1 
29 
32 
5.8 
106 



168 

159 

15.8 

134 

103 

66 

12.5 

74 

97 

6.5 

39 

12 

8 

2 

2 

2 



115,992 



21,956 
30,312 
34,517 
46,516 
34,334 
36,811 



50,264 

115,048 

167,304 

199,633 

149,932 

150.98& 

166,703 

212,078 

121,718 

122,879 

112,128 

75,895 

62,296 

72,328 

83,091 

68,627 



* Loss. 



naturally tend to decrease the percentage of net income. There may, 
therefore, be some question as to whether this inclusion is fair or not. 
However, in view of the fact that a coal mine is depleted with compara- 
tive rapidity, the holding of unexploited mine lands, with the resulting 
interest charge, may be considered as a part of the business. As an 
offset may be mentioned the fact that many companies have leaseholds 
on coal lands for which they pay a contract price far below the present 
market price ; this element would tend to increase the proportion of net 
income to invested capital. There is room for debate on the validity 
of the investment figures, but it may perhaps be said with fairness 
that, since the basis throughout the tabulation is uniform, the figures 
are significant as between group and group, even though they may 
not offer a sufficient basis for final judgment as to the amounts earned 
by the coal producers. 
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The Report of the Bituminous Coal Commission points out that of 
the 1,551 companies included, 337, or 22 per cent, reported net losses 
in 1918, and 168 companies, or 11 per cent reported net incomes of less 
than 5 per cent on invested capital. One-third of the companies in- 
volved, therefore, were not making what may be considered a fair 
return on their investment. The significant fact, however, is that 
these companies represent only about one-seventh of the total invested 
capital, and about one-ninth of the total tonnage. Since the capacity 
of our coal mines is approximately 700 million tons per year, and the 
national requirements are approximately only 500 million tons a year, 
it is clear that the nation's needs can be supplied even if these un- 
profitable companies are diverted into other lines of business. In 
fact, there is no hope for a thorough stabilization in the coal mining 
industry unless the high-cost mines are shut down, at least temporarily. 

The coal mining business requires, in many cases, comparatively 
little capital, and even before the war many concerns were engaged in 
coal mining on a speculative basis; that is, small concerns acquired 
entries which they held against the day when a heavy seasonal 
demand would make it profitable to work the mines. Such producers 
might enter the field in the fall months, operate for a few weeks and 
realize enough during that period to pay for their comparatively 
small investment. In trade parlance, such producers are called 
"snow birds" because they ordinarily operate when there is snow on 
the ground and when the demand for coal is at its peak. Owing to 
the exceptional demand for coal, and because of the fact that the govern- 
ment fixed the price of coal on a basis sufficiently attractive to induce 
all companies to increase their output to meet the exceptional national 
requirements, the number of high-cost mines increased materially 
during the war and other mines were induced to expand their produc- 
tion beyond the limits which national economy in times of peace 
would justify. There is little question that those producers whose 
operations were profitable only because of exceptional demands caused 
by the war, will be forced out on the return of business to normal 
conditions. This is only fair as the nation cannot be expected to 
support uneconomic mines simply because they happen to be in the 
field. If, in individual instances, it could be demonstrated that the 
mines were operated on a purely patriotic basis in order to help the 
nation in its hour of need, the American people could much better 
afford to refund to such proprietors the whole of their investment 
rather than attempt to maintain a price that would make it possible 
for them to continue in business. 

In view of the large number of companies involved and the keen 
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competition which prevails in the industry there is little danger of 
price agreements that would enable the unprofitable mines to operate. 
It is to be expected that the nation's coal requirements will be supplied 
by companies having sufficient natural or geographic advantages to 
be able to produce coal at a figure representing a peace-time "bulk 
line." Only by establishing this basis of production, and coupling 
with it the plan of the Coal Commission to provide an even distribution 
of the demand throughout the year by inducing the large consumers to 
purchase their supplies in the summer months, can the industry be 
placed on a stable basis which will insure during twelve months of the 
year profitable employment for the capital and the labor involved. 
It is well known that at the present time only about two-thirds of the 
working days are days of operation in the coal mines. From the 
national point of view there is no justification for supporting what 
may be termed excess capital and labor in the industry. Moreover, 
the resulting intermittency of employment has been the main cause of 
labor unrest, on the one hand, and of the serious car shortage during 
the rush season, on the other. 

The table shows further that about 36 per cent of the operators 
having about 62 per cent of the total invested capital and producing 
about 48 per cent of the total tonnage were earning between 5 and 25 
per cent on their investment. This group may therefore be considered 
as carrying the bulk of the coal production. Other companies, still 
more fortunately situated, made much larger returns, and it is the 
returns of these companies that have given rise to a great deal of public 
discussion. It is significant that the companies making over 25 per 
cent return represent only about one-fourth of the total investment 
and two-fifths of the tonnage, while the companies making returns of 
over 100 per cent represent only about 4 millions of investment and 
about 6 millions of production. The companies reporting very high 
rates of return on their investment are small concerns with investments 
of only a few thousand dollars whose net income represents to a large 
extent the earnings of the owners for their own labor, manage- 
ment and risk. They are speculative investments and, although they 
may make 100 per cent on their money one year, market conditions 
may be such in subsequent years as to make it unprofitable for them 
to operate their mines at all. In fact, it is to be expected that under 
present conditions these small concerns will not be able to operate 
and that their short-lived war profits will represent perhaps all of the 
return on their investment. 

The table of averages shows that the 1,551 companies included 
produced about 116 thousand tons per company and that the pro- 
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duction of the companies reporting losses was, in the case of no group, 
greater than 47 thousand tons a year. The companies having net 
incomes of less than 5 per cent averaged only 56 thousand tons a year, 
while the companies in the other income groups had very much larger 
average productions. The companies earning between 15 and 20 
per cent produced about 167 thousand tons per company and the 74 
companies earning between 40 and 50 per cent produced an average of 
212 thousand tons a year. It is of interest that the companies in the 
income groups above 200 per cent averaged less than 76 thousand 
tons a year. 

For the companies earning net incomes, invested capital per ton 
decreases with almost unbroken regularity as the income earned by 
the group increases. In other words, the main reason for good profits 
in the industry is the possession of a mine which assures a large coal 
output per dollar invested. The companies earning less than 5 per 
cent have an average investment of $4.44 per ton, while those earning 
500 per cent and over have an average investment of 9 cents per ton 
of output. 

On the other hand, it is significant that net income per ton does not 
increase with any degree of regularity with the increase in the returns 
on investment. Although the companies earning less than 5 per cent 
earned only about 9 cents per ton, the companies earning between 20 
and 25 per cent earned 70 cents per ton, as compared with 62 cents and 
59 cents per ton respectively for the companies in the two succeeding 
income groups. The largest earnings per ton — 98 cents — are shown 
for the companies with a return of between 100 and 150 per cent on 
their investment, while the companies earning between 300 and 400 
per cent earned only 27 cents per ton. In other words, the determin- 
ing factor is a large output per dollar invested rather than a large profit 
on each ton produced. 

The average amount of capital invested per ton of product for all of 
the 1,551 companies included was only $2.62, which is perhaps the 
principal reason why expansion of the industry beyond the economic 
limit has prevailed. An investment of only $2.62 per ton of coal, 
which is considerably less than the selling price per ton, is indicative 
of an industry in which labor cost and risk are the fundamental ele- 
ments determining cost in the long run. On the investment of $2.62 
per ton the companies, including the losing concerns, earned on the 
average a net income of 49 cents per ton, of which the government took 
24 cents in income and excess profits taxes, leaving 25 cents available 
for distribution among the proprietors. A net income, above taxes, 
of 25 cents per ton would seem to indicate that the industry on the 
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whole was on a substantial basis of profit in 1918, which was a good 
year, although after the signing of the armistice production fell off 
materially. 

The Bureau of Internal Revenue, which very properly guards with 
extreme care the private information of the taxpayers, seldom gives 
to the public a statement of facts sufficiently illuminating to furnish 
an insight into the financial conditions of an industry. There are 
those who maintain that income and excess profits tax returns should 
be a public record available for the inspection of any taxpayer. 
While such a degree of publicity is of questionable desirability, since 
it would be likely to operate against the accuracy and the truthfulness 
of the returns, it is certain that tabulations like those presented in the 
report of the Bituminous Coal Commission and reproduced here are 
of great public interest. It is equally certain that the economists and 
statisticians of this country would do well to encourage the Bureau of 
Internal Revenue to compile summarized statements of the earnings 
of companies in different industries. Such compilations reveal no 
individual's private business, and at the same time furnish a mine of 
valuable information regarding economic conditions in the different 
industries. 



